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Britain’s  Postwar  Trade  and  World  Economy 

BY  HOWARD  P.  WHIDDEN,  Jr. 


AMONG  the  tasks  which  will  face  the  United 
Nations  at  the  close  of  World  War  II,  none  will 
be  more  important  than  speeding  the  recovery  of 
international  trade.  The  performance  of  this  task 
will  determine  not  only  the  well-being  of  people 
throughout  the  world  but  the  effectiveness  of  the 
peace  structure  oudined  in  the  Moscow  accord  of 
November  i,  1943.  Unless  solutions  are  found  for 
the  economic  problems  of  the  post-war  period,  the 
world’s  economy  will  rapidly  deteriorate  to  a  state 
of  anarchy  in  which  no  system  of  collective  secur¬ 
ity  can  possibly  survive. 

All  nations  will  be  concerned  with  the  establish¬ 
ment  of  an  orderly  world  economy,  but  none  so 
vitally  as  Britain  and  the  United  States.  Because  of 
their  pre-war  predominance  in  world  commerce 
and  their  expressed  desire  to  see  the  world-wide 
extension  of  prosperity,  primary  responsibility  for 
reconstruction  of  international  trade  will  fall  on 
their  shoulders.  Britain  in  particular,  since  its  eco¬ 
nomic  structure  is  dependent  on  overseas  trade, 
will  have  much  to  gain  from  an  expanding  and 
much  to  lose  from  a  contracting  world  economy. 
But,  unless  Britain  and  the  United  States  cooperate, 
there  may  be  no  genuine  system  of  world  trade, 
only  conflict  between  two  trade  worlds. 

Yet  Anglo-American  economic  cooperation  will 
not  be  easily  achieved.  The  difficulties  as  well  as 
the  necessities  of  collaboration  have  been  made 
more  acute  by  the  revolution  in  Britain’s  economic 
position.  Unlike  the  United  States,  Britain  has  not 
been  able  to  draw  chiefly  on  excess  plant  and  labor 
supply  for  its  war  effort.  It  has  been  forced  to 
reduce  home  consumption,  sacrifice  foreign  invest¬ 
ments  and  trade  connections,  suffer  heavy  losses 
in  its  merchant  marine,  and  contract  huge  overseas 
debts.  As  a  result  Britain,  which  previously  paid 
for  a  large  part  of  its  imports  of  food  and  raw 
materials  with  income  derived  from  foreign  in¬ 
vestments  and  shipping,  will  be  compelled  to  ex¬ 
pand  its  exports  if  it  is  to  avoid  a  serious  drop  in 
living  standards. 

But  since  its  whole  economy — reshaped  during 
the  past  four  years  to  expand  production  of  arma¬ 


ments,  not  exports — will  have  to  be  adapted  to  a 
post-war  balance  and  volume  of  trade  very  different 
from  both  the  pre-war  and  the  war  period,  Britain 
will  be  faced  with  a  situation  calling  for  major 
decisions  on  economic  policy.  Whether  these  de¬ 
cisions  will  be  in  support  of  a  multilateral  or  a 
bilateral  trading  system  will  depend  to  a  great 
extent  on  policies  adopted  by  the  United  States. 

For  this  reason  it  is  of  the  utmost  importance  that 
Americans  understand  the  drastic  change  that  has 
taken  place  in  Britain’s  economic  position,  lest  that 
change,  through  lack  of  understanding  in  this 
country,  prove  an  obstacle  to  the  constructive  co¬ 
operation  which  will  be  imperative  in  the  recon¬ 
struction  period. 

EFFECT  OF  WAR  ON  BRITAIN’S  POSITION 

Over  the  three-year  period  1936-38,  Britain’s  year¬ 
ly  imports  averaged  950,000,000.  These  were  paid 
for  chiefly  out  of  the  following  sources  of  in¬ 
come:  exports,  valued  at  562,000,000;  net  invest¬ 
ment  income,  203,000,000;  net  liquidation  of  in¬ 
vestments,  44,000,000;  net  shipping  receipts, 

105,000,000;  net  commissions  on  banking  and 
insurance,  36,000,000.^  In  other  words,  Britain 
during  these  years  bought  roughly  59  per  cent  of  its 
imports  with  exports,  26  per  cent  with  investment 
income  or  liquidation,  ii  per  cent  with  shipping 
income,  and  4  per  cent  with  banking  and  insur¬ 
ance  receipts. 

As  a  result  of  the  war,  however,  Britain’s  ability 
to  pay  for  imports  has  been  severely,  and  probably 
permanently,  cut  in  one  of  these  categories,  and  t 
threatened  with  serious  reduction  in  another.  Its  i 
ability  to  maintain  imports,  and  hence  its  post-war 
standard  of  living,  will  depend  on  the  extent  (rf  j 

these  losses  and  the  degree  to  which  they  can  be  3 

compensated  for  by  gains  in  other  areas.  j 

LOSS  OF  INVESTMENT  INCOME.  Apart  i 
from  a  net  reduction  of  some  ;^650,ooo,ooo  in  its  ^ 


1.  Britain's  Trade  in  the  Post-War  World  (Washington,  D.C., 
National  Planning  Association,  December  1941),  p.  15. 
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pre-war  holdings  of  gold  and  foreign  exchange — 
about  ^500,000,000  ($2,000,000,000)  having  been 
spent  in  the  United  States^ — Britain’s  net  position 
with  respect  to  the  rest  of  the  world  has  deteriorated 
since  1939  in  two  respects:  first,  by  the  sale  or 
pledging  of  securities  and  direct  and  miscellaneous 
investments;  second,  by  the  accumulation  of  over¬ 
seas  debt  in  the  form  of  sterling  balances.  In  view 
of  this  process  of  disinvestment,  which  is  still  pro¬ 
ceeding,  it  can  be  expected  that  Britain’s  net  in¬ 
vestment  income  at  the  close  of  the  war — assuming 
the  war  to  end  in  1944 — will  be  about  60  per  cent 
less  than  it  averaged  in  the  three  pre-war  years,  that 
is,  in  the  neighborh(x>d  of  ^85,000,000  as  compared 
with  20^,000,000  during  1936-38. 

Of  an  overseas  investment  worth  roughly  4,000,- 
000,000  in  1939,  excluding  gold  and  foreign  ex¬ 
change,  Britain  has  liquidated  something  like 
/ 1,000,000,000.  Although  official  figures  are  lack¬ 
ing,  it  is  probably  safe  to  estimate  that  the  greater 
part  of  this  liquidation  has  been  distributed  as  fol¬ 
lows:  United  States,  173,000,000  ($693,000,000); 
Canada,  185,000,000;  South  Africa,  146,000,000; 
Argentina,  ^^25,000,000;  and  India,  350,000,000.^ 
Since  a  large  proportion  of  the  repatriated  invest¬ 
ments  in  India,  Canada,  South  Africa  and  Argen¬ 
tina  were  low-yield  government  securities,  and 
many  of  the  American  securities  were  of  only  mod¬ 
erate  yield,  the  average  loss  of  income  can  prob¬ 
ably  be  estimated  at  4V2  pur  cent  or  ^^45,000,000. 
This  means  a  drop  in  Britain’s  annual  net  invest¬ 
ment  income  from  203,000,000  to  158,000,000.'* 

Account  must  be  taken,  in  addition,  of  the  losses 
which  will  affect  investment  income  for  at  least 
several  years  after  the  war.  In  the  first  place,  British 
securities  worth  139,000,000  ($555,000,000)  are 
pledged  in  the  United  States  against  Reconstruc¬ 
tion  Finance  Corporation  loans.  Even  if  these  secur¬ 
ities  are  not  permanently  lost,’  income  on  them 

2.  Federal  Reserve  Bulletin  (Washington,  D.C.),  December 
1941.  p.  1222. 

3.  For  figures  on  the  United  States,  see  Federal  Reserve  Bul¬ 
letin,  December  1941,  p.  1222;  on  Canada,  House  of  Commons 
Debates,  March  18,  1942,  May  6,  26,  1943;  on  South  Africa, 
Economist  (London),  July  31,  1943,  and  African  World  (Lon¬ 
don),  February  20,  1943;  on  Argentina,  South  American  Journal 
(London),  September  25,  1943;  on  India,  Economist,  October 
23.  J943- 

4-  The  greater  part  of  the  disinvestment  in  the  United  States 
2nd  Canada  took  place  before  lend-lease  and  mutual  aid  ar¬ 
rangements  had  come  into  effect,  and  the  process  has  probably 
Iteen  completed  in  these  two  countries.  In  the  case  of  India,  all 
but  ;£  12,000,000  of  the  sterling  debt  had  been  repatriated  by 
January  1943,  arid  private  investments  of  approximately  £,240,- 
000,000  are  not  likely  to  undergo  extensive  repatriation  during 
the  war.  Further  disinvestment  might  continue,  however,  in  the 
case  of  South  Africa  and  Argentina. 

5’  On  5<’iOoo,ooo  ($200,000,000)  of  the  total,  only  the  in¬ 
come  was  pledged.  Federal  Reserve  Bulletin,  December  1941, 
P-  1222. 


must  be  written  off  until  the  loans  are  repaid.  At  an 
assumed  interest  rate  of  6  per  cent,  this  means  a 
yearly  loss  of  ^^8,340,000.  Investments  in  Europe 
of  ;^225,ooo,ooo,  returning  an  annual  yield  of 
000,000,  will  hardly  prcxluce  much  more  than  half 
that  amount  for  some  years,  involving  a  further 
loss  of  say  ^^3,000,000.  And,  finally,  British  invest¬ 
ments  in  the  occupied  areas  of  the  Far  East,  which 
also  totaled  about  ;(^225,ooo,ooo  but  returned  £1"],- 
000,000  annually,  will  not  produce  at  the  pre-war 
rate.^  A  conservative  estimate  of  the  yield  from 
these  investments — taking  into  consideration  the 
probable  damage  to  the  Malayan  rubber  planta¬ 
tions,  destruction  of  mining  facilities  in  Burma  and 
Malaya,  and  losses  in  Shanghai  and  Hongkong — 
gives  Britain  not  more  than  half  its  pre-war  in¬ 
come,  or  ^8,500,000.  Together,  temporary  losses  on 
investment  income  total  approximately  20,000,000. 
When  these  are  added  to  the  permanent  losses  of 
45,000,000,  Britain’s  net  investment  income  is 
reduced  to  138,000,000. 

This  is  still  only  part  of  the  picture,  however, 
for  Britain’s  net  position  w'ill  be  profoundly  affected 
by  the  war  debts  it  is  contracting  in  the  form  of 
sterling  balances.  The  most  important  items  in 
these  balances,  which  now  total  well  over  ^1,200,- 
000,000  are  as  follows:  India,  ^552,000,000  as  of 
September  1943;  Eire,  121,458,000  as  of  March 
1943;  Egypt,  £‘]i,2oo,ooo  as  of  December  1942; 
Malaya,  58,000,000  as  of  July  1941;  Argentina, 
30,000,000  as  of  December  1943;  Australia,  ^^64,- 
000,000  as  of  May  1943;  and  Canada,  ^157,300,000, 
an  interest-free  loan  during  the  war.^ 

In  view  of  the  rate  at  which  these  sterling  bal¬ 
ances  increased  in  1943,  it  is  probable  that  the  total 
will  reach  1,800,000,000  by  the  end  of  1944.  As¬ 
suming  that,  after  the  war,  the  balances  are  con¬ 
verted  into  long-term  obligations  with  a  yield  of  3 
per  cent,  Britain’s  interest  payments  on  this  debt 
would  amount  to  54,000,000  annually.  In  other 
words,  its  net  investment  income  would  be  fur¬ 
ther  reduced  to  ;(^84, 000,000,  or  to  approximately 
41  per  cent  of  the  pre-war  figure.  Devaluation  of 
sterling  in  terms  of  the  dollar  and  the  high  earn¬ 
ings  of  some  overseas  investments  will  tend  to 
raise  this  figure  but,  on  the  other  hand,  such  gains 
may  be  counterbalanced  by  lower  returns  on  Euro¬ 
pean  and  Far  Eastern  investments  than  those  esti¬ 
mated.  It  would  seem  safe  to  assume,  therefore, 

6.  For  investment  totals  and  annual  yields  for  F.urope  and  oc¬ 
cupied  areas  of  the  Far  East,  see  Nicholas  Kaldor,  “The  1943 
White  Paper  on  National  Income  and  Expenditure,”  Economic 
Journal  (London),  June-September  1943. 

7.  See  Economist,  August  7,  1943.  For  figures  on  India,  see 
ibid.,  October  2,  1943;  on  Argentina,  see  estimate.  South 
American  Journal,  September  25,  1943. 
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that  Britain’s  net  investment  income  will  be  not 
more  than  90,000,000  for  a  number  of  years  after 
the  war. 

RECEIPTS  FROM  SERVICES.  Prospects  for 
shipping,  while  not  so  black  as  the  investment  out¬ 
look,  are  not  very  bright.  Shipping  brought  in  as 
much  as  130,000,000  in  1937,  when  freight  rates 
were  particularly  high,  and  averaged  105,000,000 
for  the  three-year  period  1936-38.  With  British  losses 
during  the  war  and  comjietition  from  a  gready  en¬ 
larged  American  merchant  marine  as  well  as  new 
Canadian,  Australian  and  Indian  merchant  fleets, 
Britain  can  hardly  expect  to  recover  its  pre-war 
shipping  receipts.  Although  freight  rates  will  prob¬ 
ably  be  high  immediately  after  the  war,  it  is  doubt¬ 
ful  if  at  that  time  the  British  fleet  will  be  large 
enough  to  earn  the  pre-war  income.  And  in  the 
long  run  even  a  large  fleet  may  run  into  difficulty 
in  the  face  of  new  competition  and  lower  freight 
rates.  It  seems  probable  that  the  highest  return 
on  British  shipping  in  the  post-war  period  will  be 
somewhere  between  ^80,000,000  and  ;^90,ooo,ooo 
a  year. 

Both  insurance  and  banking  will  probably  suffer 
from  the  war.  Foreign-exchange  control  inevitably 
interferes  with  international  insurance,”  and  it  has 
also  cut  the  activities  of  bankers  who  formerly 
earned  commissions  by  financing  trade  in  sterling 
throughout  the  world.  While  British  merchant 
banks  have  been  eliminated  by  amalgamation  or 
retirement,  New  York  has  gained  much  of  the 
business  of  small  countries.  As  a  result,  it  appears 
probable  that  Britain’s  pre-war  receipts  from  net 
banking  and  insurance  commissions — averaging 

36,000,000  during  1936-38 — might  be  as  low  as 
^^25,000, 000  for  at  least  two  or  three  years  after  the 
war  and  not  higher  than  ^30,000,000  for  some 
time. 

DISRUPTION  OF  TRADE  CONNECTIONS. 
In  addition  to  definite  losses  in  investment  in¬ 
come  and  the  threat  of  probable  losses  in  ser¬ 
vice  receipts,  Britain — like  the  United  States  and 
other  United  Nations — is  faced  with  the  disruption 
of  many  long-established  channels  of  export  trade. 
For  most  of  the  war  years,  its  trading  partners  have 
been  obliged  to  get  along  with  fewer  British  goods. 
During  1940-41,  it  is  true,  an  effort  was  made 
through  an  “export  drive’’  to  pay  for  imports  of 
machine  tools  and  foodstuffs  by  exports  such  as 
whiskey  and  textiles,  but  the  demands  of  war  pro¬ 
duction  soon  made  it  necessary  to  get  machine 

8.  The  substitution  of  German  for  British  insurance  on  the 
F.uropcan  continent  tiuring  the  war  will  scarcely  outlast  hostil¬ 
ities.  Britain  may  have  difficulty,  however,  in  regaininii  its 
former  position  in  Furf)pe — although  any  loss  encountered  here 
might  be  made  up  by  new  business  developed  in  the  air  trans¬ 
port  field. 


tools  on  lend-lease  and  beef  on  credit.  Moreover,  the 
very  acceptance  of  lend-lease  gave  the  United  States 
an  opportunity  to  object  to  Britain’s  use  of  scarce 
materials  for  export.  Thus,  lend-lease,  although  in¬ 
dispensable  to  the  British  war  effort,  made  it  even 
more  difficult  for  Britain  to  maintain  some  of  its 
trade  connections. 

Extensive  industrialization  has  also  taken  place 
in  many  of  Britain’s  best  markets.  Canada,  Aus¬ 
tralia,  New  Zealand,  South  Africa  and  India  have 
expanded  their  industrial  plants  at  a  revolutionary 
pace.  Annual  steel  capacity  in  the  Dominions  has 
more  than  doubled,  while  Dominion  machine  shops 
have  increased  their  output  at  least  fivefold; 
chemical  industries  have  expanded;  shipbuilding 
has  become  a  major  industry;  and  Dominion  pro¬ 
duction  of  cotton  textiles,  woolens,  and  boots  and 
shoes  has  become  largely  adequate  for  their  needs. 
The  same  is  to  a  certain  extent  true  of  Latin  Amer¬ 
ica.  The  Argentine  textile  industry  has  been  en¬ 
larged,  and  a  Brazilian  steel  industry  is  being  es¬ 
tablished — developments  which  will  affect  former 
trade  connections  linking  Buenos  Aires  and  Rio  de 
Janeiro  with  Manchester,  Leeds  and  Birmingham. 
In  addition.  Dominion  and  Latin  American  mar¬ 
kets  for  machine  ttx)ls,  machinery,  turbines  and 
steel  plate,  which  these  countries  could  not  produce 
themselves  and  could  no  longer  get  from  Britain, 
have  been  taken  over  by  the  United  States.  These 
developments  will  necessitate  major  adjustments  in 
British  export  industries,  adjustments  which  can¬ 
not  be  made  overnight. 

BALANCE  OF  PAYMENTS  POSITION.  It  is 
impossible  accurately  to  predict  Britain’s  post-war 
balance  of  payments  position.  But  assuming  the 
war  ends  in  1944  and  assuming  also  that  Britain 
intends  to  return  to  pre-war  living  standards,  its 
annual  deficit  on  current  account  in  the  two-year 
period  1945-46  might  well  be  ^^200,000,000.  Yearly 
merchandise  imports  of  ^^950,000,000  might  be  bal¬ 
anced  by  exports  of  550,000,000,  net  shipping  in¬ 
come  of  80,000,000,  net  investment  of  income  of 

84,000,000,  net  commission  from  insurance,  etc., 
of  ^25,000,000,  and  other  receipts  of  11,000,000— 
or  total  visible  and  invisible  exports  of  only  /750,- 
000,000.’ 

This  gap  in  the  balance  of  payments  gives  some 
idea  of  the  magnitude  of  the  task  facing  the  Brit¬ 
ish  at  the  close  of  the  war.  Before  the  picture  is 
complete,  however,  it  is  necessary  to  consider  one 
vital  aspect  of  the  problem  which  does  not  appear 
in  these  figures,  namely,  the  possibility  of  a  British 
shortage  of  dollars.  Although  Britain’s  ability  to 
earn  dollar  exchange  is  not  likely  to  be  diminished 

9.  .Sec  Nc-cond  column,  t.iblc,  p.  259. 
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because  of  a  reduction  of  exports  to  the  United  i.  CURRENCY  DEPRECIATION.  Devalua- 
States,  the  balance  of  shipping  items  is  certain  to  be  tion  of  the  foreign  value  of  sterling,  on  the  surface, 


less  favorable  to  Britain  than  before  the  war,  and 
will  probably  not  be  offset  by  the  expected  increase 
in  receipts  from  American  tourists. 

The  shortage  of  dollars  will  arise  less  from  de¬ 
cline  in  Britain’s  ability  to  earn  them  in  this  coun¬ 
try  than  from  two  indirect  causes.  In  the  first 
place,  Britain  faces  the  possibility  of  a  reduction 
in  its  power  to  secure  foreign  exchange  and  gold 
in  non-American  markets,  especially  Latin  Amer¬ 
ica  and  the  Empire.  In  the  second  place,  a  reduc¬ 
tion  also  appears  possible  in  the  Empire’s  power 
to  earn  dollars  which  it  used  to  sell,  in  turn,  to 
Britain.  This  is  notably  true  of  Malaya,  whose  rub¬ 
ber  exports  to  the  United  States  will  almost  cer¬ 
tainly  be  cut  temporarily  as  a  result  of  Japanese 
destruction,  and  perhaps  reduced  permanently  in 
view  of  synthetic  rubber  production  in  the  United 
States.'®  The  dollars  available  to  Britain  and  the 
whole  sterling  area  will  depend,  moreover,  on 
whether  this  country  continues,  as  in  the  past  ten 
years,  to  buy  gold  freely  from  all  comers.  Any 
change  in  policy  which  tleprived  the  Empire  of  a 
free  market  for  gold  in  the  United  States  would 
seriously  affect  Britain’s  ability  to  earn  dollar  ex¬ 
change. 

HOW  CAN  THE  BALANCE  OF 
P.WMENTS  PROBLEM  BE  SOLVED? 

Although  short-term  expedients — such  as  further 
liquidation  of  investments,  shipments  of  gold,  bor¬ 
rowing,  or  running  up  a  debit  in  an  international 
clearing  fund — may  be  used  to  bridge  the  gap  in 
the  British  balance  of  payments  immediately  after 
the  war,  Britain  will  have  to  adopt  other  measures 
if  it  is  to  solve  this  problem  over  the  long  run. 
Broadly  speaking,  three  policies  are  open:  (i)  de¬ 
valuation  of  sterling;  (2)  direct  restriction  of  im¬ 
ports;  and  (3)  expansion  of  exports.  These  al¬ 
ternatives"  are  not  mutually  exclusive  and  the 
third  might  take  several  forms,  but  it  is  necessary 
to  treat  them  separately  in  the  interests  of  clarity. 

10.  Such  a  dcvcioptncnt  might  be  cf)unterbalanccd  by  Ameri¬ 
can  imports  from  the  Empire  of  minerals  like  copper,  lead  and 
zinc — supplies  of  which  are  now  threatened  with  depletion  in 
this  country — and  even  petroleum.  See  Foreign  Trade  after  the 
War  (Washington,  D.C.,  Department  of  Commerce,  October 
■943).  P.  9- 

It.  Other  alternatives  might  be  mentioned  here,  for  example, 
bilateralism,  which  is  discussed  below  in  a  somewhat  different 
context.  On  the  other  hand,  perpetual  lend-leasc  or  a  long-run 
policy  of  overseas  borrowing,  although  theoretically  possible, 
can  be  dismissed  without  serious  consideration — the  former  for 
obvious  reasons,  the  latter  because  Britain  will  hardly  be  willing 
to  accept  the  economic  and  political  limitations  involved  in  a 
policy  which  would  make  it  a  permanent  debtor  on  current 
account. 


appears  to  provide  the  means  of  establishing  an 
equilibrium  in  Britain’s  balance  of  payments.  It 
would  make  British  goods  cheaper  in  terms  of  for¬ 
eign  currencies,  and  foreign  goods  more  expensive 
in  Britain,  tending  to  bring  about  simultaneous  ex¬ 
pansion  of  exports  and  contraction  of  imports  until 
the  deficit  on  current  account  had  been  wiped  out. 
But  whether  this  process  would  have  a  beneficial 
effect  on  the  British  standard  of  living  is  another 
matter.  The  efficacy  of  currency  depreciation  de¬ 
pends  on  the  relative  elasticities  of  demand  for  ex¬ 
port  commodities  abroad  and  imports  of  foreign 
commodities  at  home  and,  while  no  definite  data 
is  available  for  these  elasticities,  the  evidence  sug¬ 
gests  that  sterling  would  have  to  undergo  drastic 
reduction  in  terms  of  foreign  currencies  to  achieve 
equilibrium.'^  This  process  would  involve  serious 
deterioration  in  Britain’s  terms  of  trade — that  is, 
in  the  relative  price  of  British  exports  and  imports 
— and  hence  in  British  living  standards. 

Moreover,  devaluation  of  sterling  would  almost 
certainly  meet  with  opposition  from  abroad.  The 
application  of  competitive  depreciation  and  the  im¬ 
position  of  additional  tariffs  or  quotas  against  “ex¬ 
change  dumping’’  by  Britain  might  entirely  offset 
any  favorable  results.  In  addition,  depreciation 
might  produce  a  flight  from  the  pound  (chiefly  to 
the  United  States),  further  aggravating  the  situa¬ 
tion.  It  seems  clear,  therefore,  that  the  unfavorable 
effects  of  devaluation  on  British  terms  of  trade 
and  the  likelihood  of  retaliation  abroad  impair 
its  value  as  a  solution  for  the  balance  of  payments 
problem.'^ 

2.  RESTRICTION  OF  IMPORTS.  The  second 
alternative — adjusting  imports  to  exports,  instead 
of  vice  versa — would  involve  restricting  imports, 
by  means  of  tariffs,  quotas  or  other  devices,  to  the 
amount  which  Britain’s  possession  of  foreign  ex¬ 
change  sufficed  to  buy.  Something  along  this  line 
will  probably  be  necessary  in  any  case  during  the 
transition  period  immediately  following  the  war, 
but  there  are  a  few  in  Britain  who  advocate  the 
“tight-belt’’  policy  for  an  indefinite  period.  They 
point  out  that,  in  solving  the  exchange  problem,  a 
10  per  cent  reduction  in  imports  would  be  the 
equivalent  of  an  18  per  cent  increase  in  exports.'' 
But,  except  for  curtailment  of  certain  luxury  im¬ 
ports  and  such  commodities  as  can  be  economically 
replaced  by  domestic  production,  a  long-run  {x>licy 

12.  Roy.il  Institute  of  Intern.itional  Affairs,  Bulletin  of  Inter¬ 
national  News  (Lontion),  April  .4,  1942,  p.  277. 

14.  Ihid.,  pp.  276-78. 

14.  Henry  Clay,  “The  Place  of  Exports  in  British  Industry 
after  the  War,”  Economic  fournal,  fune-September  1942,  p.  151. 
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of  this  sort  would  inevitably  arouse  public  opposi¬ 
tion  in  view  of  its  threat  to  the  standard  of  living. 
Moreover,  it  would  provoke  retaliation  from  coun¬ 
tries  whose  British  markets  were  thereby  reduced. 
It  obviously  represents  a  contractionist  approach  to 
the  problem  of  reviving  British  as  well  as  world 
trade. 

3.  EXPANSION  OF  EXPORTS.  The  third 
alternative — general  expansion  of  exports — does  not 
involve  either  indefinite  postponement  of  an 
essential  adjustment  in  the  British  balance  of  pay¬ 
ments  or  a  new  equilibrium  based  on  a  decline 
in  British  living  standards.  Expansion  of  exports 
sufficient  to  meet  Britain’s  needs  will  take  time,  of 
course,  and  will  depend  on  the  prior  solution  of 
short-term  problems.  For  the  moment,  however,  it 
is  necessary  to  examine  only  the  following  ques¬ 
tions:  Can  Britain  produce  more  goods  for  export.? 
What  exports  can  be  expanded.?  What  post-war 
markets  will  there  be.?  How  would  an  export  ex¬ 
pansion  of  30  to  40  per  cent  over  pre-war  years 
affect  the  balance  of  payments  position.? 

Britain’s  political  and  financial  leaders  undoubt¬ 
edly  believe  that  expansion  of  exports  is  not  only- 
desirable  but  possible.  As  early  as  May  1942,  Lord 
Keynes  declared:  “We  must  increase  the  value  of 
our  exports  by  at  least  50  per  cent  compared  with 
1938.”’’  On  August  18,  1943  Oliver  Lyttelton,  Min¬ 
ister  of  Production,  asserted  that  it  is  essential  that 
British  exports  in  the  post-war  period  “shall  be 
greatly  in  excess’’  of  those  for  1938.*^ 

Any  increase  over  1938  exports  would  necessitate 
a  larger  contribution  from  the  total  national  output 
than  in  pre-war  years.  This  contribution  would 
be  made,  moreover,  at  a  time  of  heavy  reconstruc¬ 
tion  needs  in  both  Europe  and  Britain.  As  Hugh 
Dalton,  President  of  the  Board  of  Trade,  told  the 
House  of  Commons  on  July  27:  “We  have  to  bal¬ 
ance  the  claims  of  the  home  market,  the  com¬ 
modity  exports  and  the  relief  exports  against  each 
other.’’*’  But  since  a  25  per  cent  increase  in  the 
national  output  is  expected  as  a  result  of  full  em¬ 
ployment  and  improved  production  techniques,  and 
a  50  per  cent  rise  in  exports  would  involve  an  in¬ 
crease  in  national  output  of  only  7*72  per  cent,'®  it 
is  probable  that  these  three  claims  can  be  met. 

Post-War  Exports.  The  British  do  not  plan  simply 
to  revive  and  expand  sales  of  staple  pre-war  exports. 
Except  perhaps  during  the  relief  period,  textiles  and 
coal  are  expected  to  continue  to  decline  as  they  did  be- 

15.  Manchester  Guardian  Weekly  (Manchester),  May  22,  1942. 

16.  The  Times  (London),  August  19,  1943. 

17.  Parliamentary  Debates,  House  of  Commons,  July  27,  1943. 

18.  For  the  first  estimate,  see  Kaldor,  "The  1943  White  Paper,” 
cited;  for  the  second,  see  P.  L.  Yates  and  D.  Warner,  Food  and 
Farming  in  Post-War  Europe  (New  York,  Oxford  University 
Press,  1943),  p.  III. 


tween  1913  and  1939.*^  Certain  iron  and  steel  products 
will  also  suffer  as  a  result  of  overseas  industrialization. 
On  the  other  hand,  markets  for  whiskey,  fine  woolens, 
expensive  pottery  and  Sheffield  cutlery  will  probably 
be  maintained  without  difficulty.  But  expansion  is  ex¬ 
pected  in  the  field  of  engines  and  engineering  supplies, 
rayon  textiles,  plastics  and  chemicals,  and  even  more 
in  industrial  specialties  such  as  precision  machinery, 
electrical  and  radio  apparatus  and  optical  goods— 
all  products  in  which  the  labor  content  is  high.  In  the 
production  of  these  goods,  the  British  feel  the  efficiency 
gained  during  the  war  will  stand  them  in  good  stead. 
They  believe  the  nation  that  produces  the  Spitfire  at 
one-third  the  production  cost  of  a  comparable  plane 
in  the  United  States  should  have  no  difficulty  in  com¬ 
peting  on  the  world’s  markets.  It  is  recognized,  how¬ 
ever,  that  an  increase  in  British  manufacturing  effi¬ 
ciency  as  a  whole  will  be  necessary  if  exports  are  to 
reach  the  needed  total.^° 

The  British  are  also  aware  that  export  organization 
and  selling  techniques  must  be  improved.  The  Associa¬ 
tion  of  British  Chambers  of  Commerce  has  alrcadv 
issued  a  pamphlet  on  the  problem,^*  and  the  experi¬ 
ence  gained  in  the  activity  of  the  Export  Council  and 
some  three  hundred  export  groups  established  at  the 
time  of  the  1940-41  “export  drive”  may  prove  valuable 
for  the  future.  In  addition,  the  government  can  be  ex¬ 
pected  to  give  more  encouragement  to  exporters 
through  an  expanded  consular  service  which  will 
analyze  markets  and  work  in  collaboration  with  repre¬ 
sentatives  of  British  industries  and  their  customers 
overseas,  and  by  extending  the  export  credit  insurance 
scheme  introduced  in  1930.^^ 

Post-War  Markets.  Until  Britain  and  the  United 
States  determine  their  trade  policies,  it  will  be  impos¬ 
sible  to  ascertain  the  location  of  Britain’s  chief  post¬ 
war  markets  but,  with  full  employment  in  this  coun¬ 
try,  British  exports  to  the  United  States  should  increase 
considerably.  If,  as  a  recent  publication  of  the  U.S.  De¬ 
partment  of  Commerce’^  suggests,  American  imports 
are  twice  as  great  as  before  the  war,  the  British  may 
well  double  their  exports  to  this  country.^**  The  same 
will  hardly  be  true  in  Latin  America,  where  the  British 
will  be  hard-put  to  raise  the  level  of  their  pre-war  ex¬ 
ports  in  the  face  of  increased  American  competition. 
In  the  Dominions  the  picture  is  by  no  means  clear. 
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19.  It  was  undoubtedly  to  products  like  these  that  Oliver 
Lyttelton  referred  in  his  November  15  speech  before  the  Anglo- 
Brazilian  Society  in  London,  when  he  said  that  post-war  condi¬ 
tions  in  Brazil  would  call  for  a  shift  in  the  nature  of  British 
exports.  New  York  Times,  November  16,  1943. 

20.  For  the  recommendations  of  a  Federation  of  British  In¬ 
dustries  report  on  industrial  research,  a  field  in  which  Britain 
has  lagged  far  behind  the  United  States,  see  The  Times,  October 
22,  1943. 

21.  “The  Education  and  Training  of  Personnel  for  Overseas 
Trade”  (London,  1942). 

22.  See  Proposals  for  the  Reform  of  Foreign  Services  (London, 
H.M.  Stationery  Office,  1943),  Cmd.  6420;  also  E.  B.  Dietrich, 
“British  Export  Credit  Insurance,”  American  Economic  Revieto 
(Evanston,  Ill.),  June  1935. 

23.  Foreign  Trade  after  the  War,  cited,  p.  7. 

24.  Such  a  development  would  alter  the  estimate  given  on  pp- 
256-57  regarding  a  possible  British  shortage  of  dollars. 
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As  a  result  of  the  extensive  industrialization  and  the 
new  trade  connections  with  the  United  States  noted 
above,  the  Dominions  may  buy  less  of  certain  goods 
from  the  mother  country.  But  if  they  wish  to  export 
foodstuffs  and  raw  materials,  they  must  continue  to 
buy  extensively  from  Britain,  since  the  United  States 
will  hardly  provide  a  market  for  such  items  as  New 
Zealand  dairy  products,  Australian  beef,  South  African 
hides,  or  Canadian  wheat. 

In  Europe,  once  the  relief  period  is  over,  Britain  and 
the  United  States  will  undoubtedly  have  commercial 
outlets  for  many  industrial  products.  At  the  same  time, 
the  two  countries  may  share  a  large  market  for  recon¬ 
struction  needs,  including  capital  equipment  in  the 
devastated  areas  of  Russia,  although  the  extent  of  this 
market  will  depend  on  Moscow’s  demands  on  German 
production  by  way  of  reparation.  Britain,  in  return  for 
exports,  will  gladly  accept  Russian  lumber  for  its  re¬ 
construction  and  housing  schemes,  and  probably  Rus¬ 
sian  gold.  Development  of  the  Middle  East  should 
also  provide  an  expanding  market  for  Britain. 

The  post-war  import  needs  of  China  and  India  will 
be  extensive.  While  China  will  probably  receive  the 
greater  part  of  its  capital  goods  imports  from  the 
United  States  in  the  form  of  loans,  the  tremendous 
sterling  balances  in  India  will  undoubtedly  be  used 
to  finance  imports  of  British  goods.  Until  these  bal¬ 
ances  have  been  wif)ed  out,  however,  this  trade  will 
not  help  to  bridge  the  gap  in  the  British  balance  of 
payments  on  current  account.  Markets  in  the  British 
I  colonies,  especially  in  Africa,  were  expanding  before 
1939  and  should  provide  a  promising  field  for  British 
export  expansion.^5 

Post-War  Trends.  Whether  industrialization  will  in 
the  end  result  in  greater  trade  between  an  old  indus- 
I  trial  nation  like  Britain  and  such  countries  as  China, 
India,  Australia  and  Brazil  is  debatable,^^  but  it  can 
hardly  be  disputed  that,  for  the  next  generation  at 
least,  industrialization  will  tend  to  enlarge  exports 
of  Britain  and  the  United  States,  both  through  demand 
for  capital  equipment  and  machine  tools  and  through 
the  increased  buying  power  of  industrializing  peoples. 
Certainly  Britain  is  counting  on  this  tendency,  al¬ 
though  perhaps  not  as  confidently  as  the  United  States. 

Another  factor  which  may  have  a  more  immediate 

>5'  See  Quintin  Hogg,  "British  Policy:  A  Conservative  Fore- 
ua,"  Foreign  Affairs  (New  York),  October  1943,  p.  38. 

On  the  basis  of  British  trade  trends  over  the  past  eighty 
years,  some  economists  maintain  that,  after  the  initial  stage  of 
industrialization  has  passed,  trade  between  the  newly  industrial- 
ited  nations  and  the  older  countries  like  Britain  and  the  United 
States  will  tend  to  decline. 

aamsH  exports  (British  products)  revalued  at  1913  prices 
{in  millions  of  pounds) 
i860  1873  tgi3  7929  igjy 

To  Germany,  France,  Belgium 

and  U.S.A.  42  78  117  86  64 

To  Latin  America  and  the 

British  Empire  57  83  191  234  200 

To  all  destinations  136  234  525  470  392 

A.  J.  Brown,  Industrialization  and  Trade  (London,  Royal  Insti- 
"ite  of  International  Affairs,  September  1943),  p.  60.  For  an 
argument  to  the  contrary,  see  A.  O.  Hirschman,  “Commodity 
Stnicture  of  World  Trade,”  Quarterly  Journal  of  Economics 
(Cambridge,  Mass.),  August  1943. 


effect  on  Britain’s  position  is  the  possibility  of  a  rise 
in  prices  of  primary  products  in  relation  to  the  prices 
Britain  gets  for  its  exports.  In  pre-war  years  the  gen¬ 
eral  trend  was  toward  a  cheapening  of  British  imports 
relative  to  exports,  that  is,  an  improvement  in  its  terms 
of  trade.2^  But  in  the  piost-war  period  the  terms  of 
trade  with  the  agricultural  countries  and  the  raw  ma¬ 
terial  producing  Countries — especially  those  of  the  Far 
East  where  war  destruction  will  have  been  heavy — may 
turn  against  Britain.  In  the  long  run,  of  course,  it  is 
possible  that  wider  use  of  synthetic  materials  in  Europe 
resulting  from  the  war  will  bring  about  a  reduction 
in  the  price  of  raw  materials.  If  this  should  occur, 
the  unfavorable  influence  which  might  be  exercised  on 
Britain’s  terms  of  trade  as  a  result  both  of  higher 
primary  prices  and  its  loss  of  foreign  investment — 
which  enabled  Britain  to  sell  at  good  prices  to  its  finan¬ 
cial  dependencies — may  be  offset.  For  Britain  should 
be  able  to  offer  a  market  to  countries  no  longer  finan¬ 
cially  dependent,  but  which,  because  of  the  develop¬ 
ment  of  substitute  raw  material  production  in  Europe, 
will  be  even  more  dependent  on  Britain  as  a  market. 

A  NEW  BALANCE  OF  PAYMENTS.?  If 
the  British  are  justified  in  expecting  that,  given 
a  temporary  solution  of  their  exchange  prob¬ 
lem  immediately  after  the  war,^®  they  can  gradual¬ 
ly  expand  their  exports  to  the  degree  needed  to 
bridge  the  gap  in  their  balance  of  payments,  what 
is  the  position  on  current  account  likely  to  be,  say, 
in  1950.?  The  following  table  gives  a  rough  esti¬ 
mate  of  the  picture  at  that  time,  as  well  as  the 
probable  position  in  1945-46: 

(/«  millions  of  pounds) 


19i6-38 

1945-46 

1950 

Merchandise  Trade 

Exports 

562 

550 

750 

Imports 

—950 

—950  - 

—1,000 

Trade,  net 

—388 

—400 

—250 

Services 

Net  government  payments 

—7 

.  . 

.  • 

Shipping  income 

105 

80 

90 

Net  investment  income 

203 

84 

90 

Net  commissions,  insurance, 
etc.  36 

25 

30 

Other  receipts,  including 

tourist 

7 

11 

15 

Service  items,  net 

344 

200 

225 

Total  Goods  and  Service 

—44 

—200 

—25 

Imports  of  1,000,000,000  in  1950  presuppose 
the  pre-war  living  standard  —  the  increase  over 
1936-38  and  1945-46  being  the  allowance  for  im¬ 
ports  needed  in  the  production  of  greater  exports. 
This  estimate  has  bwn  made  on  the  assumption 
that  Britain  will  substitute  its  own  products  for 
some  pre-war  imports,  and  will  expand  exports 
with  a  high  labor  content,  such  as  industrial  special- 

27.  See  p.  264. 

28.  See  pp.  261-62. 
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tics,  rather  than  items  like  cotton  textiles  which  in¬ 
volve  large  import  costs.  Exports  are  established  at 
a  figure  approximately  34  per  cent  greater  than  in 
1936-38,  and  the  chief  service  items  at  the  maximum 
suggested  earlier  in  this  Report,  The  figures  given 
for  exports  and  for  net  investment  income  obviously 
exclude  rapid  liquidation  of  sterling  balances  by 
means  of  exports,  as  well  as  extensive  repatriation 
of  remaining  British  investments  during  the  transi¬ 
tion  period. 

BILATERALISM  OR  MULTILATERALISM.? 

If  there  is  little  doubt  about  Britain’s  determina¬ 
tion  to  expand  its  exports  at  the  close  of  the  war, 
there  remains  the  question  of  the  method  to  be 
used.  Two  commercial  policies  are  open  to  Britain: 
an  essentially  bilateral  and  an  essentially  multi¬ 
lateral  trade  policy.  Which  will  be  chosen  is  not  yet 
clear,  and  will  probably  not  be  decided  until  the 
details  of  American  post-war  commercial  policy  are 
definitely  formulated  and  exhaustive  discussions 
have  taken  place  between  Washington  and  London. 

THE  BILATERAL  METHOD.  On  the  surface, 
bilateralism  is  perhaps  the  most  attractive  course 
open  to  a  country  which  finds  itself  in  Britain’s 
position.  By  means  of  agreements  whereby  the 
sterling  received  for  sales  can  be  used  only  for 
direct  purchases  of  British  goods,  the  British  gov¬ 
ernment  might  solve  its  exchange  problem.  This  is 
the  system  Dr.  Schacht  developed  in  the  30’s  be¬ 
tween  Germany  and  many  other  countries  and, 
broadly  speaking,  is  the  one  now  in  operation  be¬ 
tween  Britain  and  countries  outside  the  sterling  area. 
Its  advantage  arises  from  the  fact  that  Britain,  which 
needs  imports  more  urgently  than  most  countries 
need  its  exports,  could  place  itself  in  a  strong 
bargaining  position  in  relation  to  its  trade  partners. 
Once  Britain  had  contracted  debts  with  these  part¬ 
ners,  they  would  be  forced  to  buy  from  it  since  they 
could  receive  what  was  due  them  in  no  other  way. 

Such  a  policy  is  not  simply  the  idea  of  British 
defeatists  —  the  “deep-shelter  brigade’’  they  have 
been  called  in  Britain — who  fear  competition  from 
both  high<ost  American  and  low-cost  Oriental 
labor.  Many  of  its  supporters  believe  it  can  be  used 
permanently  to  promote  expansion  of  British  ex¬ 
ports  and  can  be  operated  without  the  obnoxious 
characteristics  of  the  Schacht  system.  The  creed  of 
the  businessmen  who  believe  in  bilateralism — re¬ 
gardless  of  whether  they  are  expansionists  or  re- 
strictionists — was  expressed  in  the  Federation  of 
British  Industries’  report  of  May  1942  on  recon¬ 
struction.  Assuming  an  unfavorable  balance  of  pay¬ 
ments,  the  report  argues:  “In  such  circumstances . . . 


J 

we  must,  at  any  rate  for  some  considerable  period,  I 
rely  upon  a  policy  of  directive  imports,  on  the  as-  tl 
sumption  that  we  only  import  from  overseas  i  fi 
countries  those  essential  commodities  for  which  f 
such  overseas  countries  are  prepared  to  accept  pay-  ‘  s; 
ment  by  the  only  means  which  will  be  open  to  us,  7 
i.e,,  by  the  export  of  our  own  products  and  such  i  p 
services  as  we  can  render.  In  effect  almost  a  system  n 
of  barter  or,  at  any  rate,  a  system  of  bilateral  trade  tl 
which  will  regulate  our  imports  by  our  capacity  to  v 
pay  for  them.  This  involves  import  and  export  ^  is 
controls,  possibly  by  cyuota,  preferential  treatment  0 
of  the  imports  of  those  countries  which  are  pre-  e 
pared  to  assure  us  of  the  means  of  paying  for  them,  E 
and  exchange  control.’’^’  a 

A  policy  of  outright  bilateralism  has  also  been  sup¬ 
ported  in  certain  Left-wing  circles  in  Britain.  In  a  t  0 
House  of  Commons  debate  of  July  27,  1943  on  the  ti 
future  of  British  foreign  trade,  Emanuel  Shinwell,  |  y 
Labor  M.P.,  found  himself  in  agreement  with  some  [  ^ 
of  the  die-hard  bilateralists  when  he  advextated  a  [  e 
policy  of  “We  buy  from  you  if  you  buy  from  us,"  \  2 
and  the  creation  of  a  tightly  knit  Empire  preferen-  c 
tial  system  integrated  with  a  new  European  cco-  r 
nomic  federation  as  the  only  means  of  competing  { 
with  the  United  States,^®  Thus,  some  British  col-  I 
lectivists  who  distrust  the  creation  of  a  world  econ-  '  I 
omy  which  is  built  primarily  on  private  enterprise,  s 
and  British  nationalists  who  would  use  govern-  ; 
ment-controlled  export  and  import  industries  as  a 
bargaining  measure,  join  in  sup{X)rting  a  bilateral  j 
trade  policy.  ( 

THE  GOVERNMENT’S  POLICY.  But,  re-  .  ^ 
gardless  of  the  strength  of  the  bilateralists,  it  is  j  j 
clear  that  the  policy  of  the  British  government  is  1  ( 
now  directed  toward  the  creation  of  a  post-war  i  ( 
situation  in  which  it  will  be  possible  to  reverse  the  i 

restrictionist  trend  of  the  30’s  and  move  toward  a  t 

multilateral  trade  world.  Actually,  Britain  is  al-  [ 
ready  limited  in  ch(X)sing  between  bilateralism  and 
multilateralism  by  commitments  made  in  the  At-  , 
lantic  Charter  and  the  Lend-Lease  Agreement  of  \  t 
February  23,  1942.  In  Article  7  of  that  agreement  ■  5 
the  United  States  and  Britain  agreed  to  seek  joint  ^ 
action  directed  “to  the  elimination  of  all  forms  of  .  ( 
discriminatory  treatment  in  international  com-  I  t 
merce,  and  to  the  reduction  of  tariffs  and  other  |  ( 
trade  barriers.”  j 

29.  Reconstruction  (London,  Federation  of  British  Industries,  I  ] 
May  19.12).  Similar  points  of  view,  although  with  certain  modi-  j 
fications,  were  expressed  in  General  Principles  of  a  Pnst-Viif  j  ‘ 
Economy  (London,  London  Chamber  r)f  ('ommerce.  May  la,  |  ( 
1942);  Report  on  Post-War  Industrial  Reconstruction  (London,  j  j 
Association  of  British  Chambers  of  Commerce,  May  6,  1942);  I 
and  Post-War  Trade  (London,  National  Union  of  Manufac-  I  ] 
turers.  May  1942).  In  one  form  this  point  of  view  also  appeared  £  | 
in  The  Times;  see  leading  article,  .A|)ril  29,  194,5. 

30.  Parliamentary  Debates,  House  of  Commons,  July  27,  I943’ 
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*  The  British  government  would  hardly  have  made 
this  commitment  unless  it  felt  that,  given  the  ful¬ 
fillment  of  the  reciprocal  obligation  accepted  by  the 
United  States,  Britain’s  economic  interests  could  be 
safeguarded  under  the  system  envisaged  by  Article 
7.  Indeed,  among  the  men  formulating  government 
policy,  and  among  most  of  the  leading  British  eco¬ 
nomic  journals,  there  is  no  disposition  to  believe 
that  it  would  be  politically  or  economically  ad¬ 
vantageous  for  Britain  to  adopt  outright  bilateral¬ 
ism.  They  recognize  that  the  inevitable  tendency 
of  bilateralism  would  be  to  restrict  world  trade, 
exploit  the  raw  material  countries  with  which 
Britain  is  associated,  and  provoke  retaliation 
abroad,  particularly  in  the  United  States. 

This  does  not  mean,  however,  that  these  men 
contemplate  the  immediate  achievement  of  unfet¬ 
tered  multilateralism.^*  They  believe  that,  for  a  few 
years  at  least,  Britain  will  scarcely  be  able  to 
give  up  its  bargaining  position  as  the  world’s  great¬ 
est  market,  and  that  efforts  must  be  made  to 

i  achieve  a  reasonable  balance  of  international  ac¬ 
counts,  especially  with  the  countries  producing  raw 
materials.  They  also  believe  that  the  system  of  im¬ 
perial  preference  established  at  Ottawa  in  1952  can 
t  be  liquidated  only  gradually,  probably  on  a  step- 

I  by-step  basis  through  reciprocal  trade  arrangements 
^  such  as  the  Anglo-American  agreement  of  Janu¬ 
ary  1, 1939. 

In  other  words,  the  government  is  apparently 
planning  to  liquidate  its  pre-war  and  war  policies 
over  a  10  to  15  year  period  and  in  conjunction  with 
an  American  program  which  will  permit  Britain 
and  the  rest  of  the  world  to  find  larger  markets  in 
the  United  States.  If  this  country  were  unwilling 
to  take  the  necessary  steps,  then  the  British  govern- 
!  ment,  however  reluctantly,  might  be  compelled  to 
.  turn  to  bilateralism  and  more  extensive  imperial 
I  preferences  for  a  solution  of  its  problem. 

I  If  Britain  should  adopt  such  a  policy,  it  appears 
very  probable,  in  view  of  its  position  as  an  importer, 
that  European  countries,  for  example,  would  con¬ 
sider  they  had  no  alternative  but  to  follow  suit. 
And,  in  the  face  of  such  a  development,  it  is  diffi¬ 
cult  to  see  how  even  the  United  States  could  con¬ 
tinue  to  conduct  its  foreign  trade  on  the  principles 
of  private  enterprise  and  nondiscrimination. 

HOW  MUCH  GOVERNMENT  CONTROL.? 
If  Britain  and  the  United  States  can  reach  mutu¬ 
ally  satisfactory  agreements,  however,  it  seems 
certain  that  Britain  will  eschew  bilateralism  and 
move  as  rapidly  as  possible  toward  a  freer  trade 
policy.  Under  such  circumstances,  American  fears 
that  the  British  government  will  engage  extensively 

31.  See  Economist,  October  27,  1943. 


in  foreign  trade  can  be  dismissed.  Britain  will  have 
to  maintain  controls  for  a  longer  period  than  the 
United  States.  Exchange  restrictions,  at  least  for 
noncommercial  transactions,  will  probably  be  pre¬ 
served  during  the  transition  period  to  regulate  in¬ 
ternational  capital  movements.  In  addition,  some 
form  of  import  control,  especially  over  raw  ma¬ 
terials  and  foodstuffs,  may  continue  until  post-war 
adjustments  are  made.  At  the  same  time,  the  gov¬ 
ernment  will  probably  take  positive  steps  to  en¬ 
courage  exports,^^  although  not  by  the  use  of  sub¬ 
sidies.  Whether  the  United  Kingdom  Commercial 
Corporation  will  continue  to  function  after  the 
war  remains  in  doubt,^^  but  any  wide  use  of  the 
UKCC,  or  of  state-controlled  export  associations, 
is  unlikely  if  Anglo-American  collaboration  is 
achieved  on  major  issues. 

BRITISH  OBJECTIVES.  Within  the  broad 
framework  of  its  gradualistic  approach  to  multi¬ 
lateralism,  the  British  government  apparently  has 
four  rather  specific  objectives  in  view,  each  neces¬ 
sary  for  solution  of  the  balance  of  payments  prob¬ 
lem.  The  first  objective,  and  the  one  considered 
the  most  pressing,  is  the  establishment  of  an  in¬ 
ternational  clearing  account,  or  fund,  to  provide 
for  adjustment  of  disequilibria  in  the  balance  of 
payments  and  make  available  a  large  part  of  the 
liquid  reserves  needed  by  countries  like  Britain 
during  the  transition  period — the  ultimate  objec¬ 
tive  being  creation  of  a  system  whereby  multilateral 
trade  and  clearing  may  be  re-established,  and 
blocked  balances  and  bilateral  clearing  rendered 
unnecessary.  In  addition,  such  a  scheme  would  de¬ 
termine  the  relative  exchange  values  of  currencies 
in  a  manner  to  obviate  competitive  devaluation  and 
maintain  stability  of  exchange  rates.^'* 

Both  the  Keynes  and  the  White  plans  have  these 
objectives  in  common,  but  the  British  evidently 
consider  the  reserves  suggested  in  the  American 
scheme  insufficient  to  take  care  of  Britain’s  ex¬ 
change  needs  during  the  transition  period.^’  This 
difference  arises  from  the  fact  that  the  American 
plan  provided  for  contributions  of  $5,000,000,000  by 
participating  states  according  to  quotas  based  on 
their  holdings  of  gold  and  foreign  exchange,  trade 
balances  and  national  income — the  credits  avail- 

32.  See  p.  258. 

33.  When  asked  about  this  in  the  House  of  Commons  recently, 
Hugh  Dalton  declined  to  give  any  undertaking  that  the  UKCC 
would  close  down  after  the  war.  “I  can  well  believe,”  he  said, 
“that  in  certain  directions  it  may  be  extremely  valuable.”  Parlia¬ 
mentary  Dehates,  House  of  Commons,  July  27,  1943. 

34.  The  British  apparently  believe  that  limited  adjustment  in 
exchange  rates  would  be  compatible  with  this  purpose. 

35.  'when  the  second  draft  of  the  White  plan  failed  to  satisfy 
important  British  financial  papers  in  this  respect,  their  immetliate 
reaction  was;  “Better  bilateralism  than  this.”  See  The  Ranl^er 
(London),  September  1943;  F.concmist,  August  28,  i943- 
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able  to  each  being  limited  by  its  contribution.  The 
British  scheme  calls  for  a  clearing  account  on  which 
member  nations  could  run  up  an  overdraft  ac¬ 
cording  to  quotas  based  on  their  foreign  trade  dur¬ 
ing  the  three-year  period  1936-38,  thus  providing 
reserves  of  115,000,000,000  to  $20,000,000,000.**’  Fur¬ 
ther  efforts  are  undoubtedly  now  being  made  to 
bring  American  and  British  views  into  closer  ac¬ 
cord  on  this  point. 

In  the  second  place,  regardless  of  the  creation  of  a 
clearing  fund,  Britain  will  need  loans  from  the 
United  States  during  the  first  few  years  after  the 
war.  If  these  were  to  be  in  the  form  of  lend-lease, 
the  British  position  would  obviously  be  strength¬ 
ened,  since  the  transaction  would  involve  no  drain 
on  British  resources  for  servicing,  and  ultimately 
repaying,  the  loans.  But  no  one  in  Britain  expects 
lend-lease  to  extend  beyond  the  war  period,  and 
the  British  government  will  undoubtedly  keep 
United  States  loans  to  the  minimum  required  to 
maintain  equilibrium  in  its  balance  of  payments, 
and  the  extent  of  the  loans  will  depend  on  the  size 
of  reserves  provided  if  and  when  a  clearing  fund 
is  established. 

Third,  Britain  evidently  desires  to  foster  com¬ 
modity  control  schemes,  with  a  two-fold  purpose 
in  view:  (i)  to  prevent  excessive  raw  material 
prices  which  would  involve  large  increases  in  im¬ 
port  costs;  and  (2)  to  prevent  low  prices  which 
would  jeopardize  British  export  markets  in  the 
raw  material  producing  countries.  The  United 
States  may  feel  it  necessary,  however,  to  support 
stabilization  of  raw  material  prices  at  a  level  satis¬ 
factory  to  its  own  primary  producers.  This  would 
mean  a  worsening  of  the  terms  of  trade  for  Britain, 
an  importer  of  almost  all  primary  products  with 
the  exception  of  coal,  and  there  is  some  question 
whether  American  and  British  interests  can  be 
reconciled  on  this  point.  And  any  attempt  to  con¬ 
trol  the  production  and  distribution  of  raw  mate¬ 
rials  through  post-war  use  of  the  present  Anglo- 
American  Combined  Boards  in  Washington  might 
arouse  opposition  from  the  smaller  nations  of  Eu¬ 
rope  as  well  as  the  producing  countries. 

Fourth,  Britain  is  anxious  for  a  reduction  in  the 
American  tariff,  both  on  the  products  in  which  it 
is  direcdy  interested,  and  in  general — for  lower 
United  States  tariffs  on  products  of  third  countries, 
by  raising  incomes  and  providing  dollars  in  those 
countries,  would  enable  them  to  buy  more  British 
exports.  Moreover,  the  lead  which  the  United  States 
could  give  by  lowering  trade  barriers  might  well  be 
decisive  in  freeing  world  trade  channels;  without 

36.  Sec  Jacob  Vainer,  “Two  Plans  for  International  Monetary 
Stabilization,”  Yale  Review  (New  Haven),  Autumn  1943. 


such  a  lead,  almost  all  countries  will  maintain  rigid  ai 
exchange  controls  and  quantitative  restrictions  un-  w 
til  their  economic  positions  have  been  stabilized.*’  tii 
IMPORTANCE  OF  U.S.  POLICY.  Having  ac-  !  b 
cepted  the  limitations  imposed  by  war  losses,  the  nr 
British  seem  optimistic  about  the  prospects  of  ni 
rebuilding  their  foreign  trade  on  a  somewhat  dif-  Si 
ferent  foundation.  But  whether  they  will  be  able  tr 
to  do  this  within  the  framework  of  a  multilateral  c: 
trade  system,  and  without  serious  economic  and  " 
political  friction,  may  well  be  determined  by  what  nr 
happens  in  the  United  States.  Most  important  per-  ti 
haps  will  be  the  ability  of  this  country  to  maintain  cl 
full  employment  and  therefore  to  keep  its  domestic  si 
economy  and  foreign  trade  on  a  more  even  keel 
than  in  the  past.  But  the  American  attitude  toward  a 
such  specific  questions  as  the  tariff,  shipping,  rub-  p 
ber,  foreign  lending,  and  lend-lease  will  also  have  ii 
a  profound  influence  on  Britain’s  post-war  trade  r 
policy.  t 

Drastic  alteration  in  the  American  tariff  policy  I  1 
seems  unlikely.  Formation  of  an  international  tar-  |  t 
iff  authority,  inclusion  of  the  United  States  in  the  1 
Ottawa  Preferential  System,  or  creation  of  a  “free-  j  < 
market  area”  between  Britain  and  the  United  *  1 
States,  are  all  beyond  the  realm  of  practical  poli-  [  '< 
tics  in  this  country  and  probably  in  Britain.  But  L  1 
substantial  reductions  in  the  American  tariff,  ;  i 
through  further  reciprcxcal  trade  agreements  made  1 
in  conjunction  with  modifications  of  the  Ottawa  ' 
system,  would  be  extremely  important  in  effecting  1 
Anglo-American  collaboration.  I  1 

The  United  States  will  probably  maintain  a  much 
larger  merchant  marine  in  the  {X)st-war  period  than  I  ' 
in  pre-war  years.  But  any  attempt  to  operate  the  »  ' 
world’s  greatest  merchant  fleet,  if  this  can  be  done 
only  by  use  of  subsidies — that  is,  artificially  sup¬ 
porting  high-cost  at  the  expense  of  low-cost  pro¬ 
ducers  of  shipping  services — would  present  a  seri¬ 
ous  obstacle  to  economic  c(X)peration  with  Britain. 
Such  a  program — comparable  to  a  large-scale  Brit¬ 
ish  subsidy  program  to  support  its  war-expanded 
agriculture — would  undercut  Britain’s  income  from 
shipping  just  as  artificial  support  of  British  farm 
products  would  undercut  this  country’s  receipts 
from  agricultural  exports.  It  would  obviously  pre¬ 
vent  Britain  from  recovering  a  large  part  of  its 
pre-war  shipping  income  and  encourage  those  who 
seek  to  solve  the  British  balance  of  payments  prob¬ 
lem  through  bilateral  arrangements. 

Synthetic  rubber  has  undoubtedly  come  to  stay 
in  the  United  States,  both  for  goods  that  can  be 
made  more  efficiently  from  the  synthetic  product  J 

37.  The  Transition  from  War  to  Peace  Economy  (Geneva, 
League  of  Nations,  1943),  pp.  87-91. 
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I  and  for  new  commodities.  Possibly  this  country 
will  consume  most  of  its  present  synthetic  produc¬ 
tion  in  addition  to  former  imports  of  natural  rub¬ 
ber  or,  what  is  more  unlikely,  synthetic  production 
^  may  in  time  prove  the  more  economical.  But  if 
*  neither  development  materializes  and  the  United 
States  uses  a  tariff  to  protect  the  synthetic  indus¬ 
try,  a  channel  of  multilateral  trade  whereby  Ameri¬ 
can  dollars  were  made  available  to  British  buyers 
will  be  artificially  blocked,  and  a  source  of  invest¬ 
ment  income  for  Britain  will  be  cut.  Tariff  protec¬ 
tion  of  this  kind  would  have  as  unconstructive  an 
effect  on  British  policy  as  an  uneconomic  American 
shipping  program. 

The  United  States  will  be  the  only  nation  cap¬ 
able  of  extensive  foreign  lending  in  the  post-war 
period,  and  its  loans  can  be  of  benefit  not  only  to 
itself  but  to  the  whole  world.  But  if  this  country 
reverses  its  historic  policy  on  foreign  lending  and 
ties  its  loans  so  that  borrowers  have  to  buy  in  the 
United  States,  Britain  will  inevitably  use  its  posi¬ 
tion  as  an  importer  to  offset  the  United  States  as  a 
lending  nation.  Actually,  a  policy  of  allowing  its 
debtors  to  buy  in  third  countries  would  not  threaten 
the  United  States’  favorable  position  on  current 
account,  even  if  exports  of  capital  equipment  were 
not  inflated  to  as  large  an  extent  as  might  be  pos¬ 
sible  under  a  scheme  of  tied  loans.  At  the  same 
time,  if  Britain  were  enabled  to  supply  some  part 
of  the  needs  for  capital  goods,  this  would  in  itself 
aid  in  the  solution  of  Britain’s  balance  of  payments 
problem. 

American  taxpayers  should  not  have  to  pay 
through  lend-lease  a  larger  proportion  of  the  total 
cost  of  the  Allied  war  effort  than  a  speedy  and  com¬ 
plete  victory  demands.  It  must  he  remembered, 
however,  that  the  United  States  is  getting  present 
value  from  lend-lease  aid  extended  and  from  recip¬ 
rocal  aid  received,  and  that  other  Allied  nations  are 
expending  a  larger  proportion  of  their  national  in¬ 
comes,  and  in  some  cases  the  lives  of  their  men,  in 
the  common  war  effort.  Whether,  in  the  final 
settlement,  there  will  be  any  obligation  on  the 
part  of  countries  which  have  received  lend-lease — 
beyond  the  return  of  such  unused  materials  as  the 
United  States  government  shall  designate — remains 
to  be  seen,  but  an  effort  to  obtain  even  partial  re¬ 
payment  for  lend-lease  by  a  “beggar-my-neighbor” 
policy  can  hardly  be  in  the  national  interest.  Ac¬ 


cording  to  Article  7  of  the  Master  Agreement,  in 
the  final  determination  of  benefits  to  be  provided 
to  the  United  States  by  recipients  of  lend-lease,  “the 
terms  and  conditions  thereof  shall  be  such  as  not 
to  burden  commerce  between  the  two  countries, 
but  to  promote  mutually  advantageous  economic 
relations  between  them  and  the  betterment  of 
world-wide  economic  relations.” 

In  the  case  of  Britain,  which  may  be  faced  with  a 
shortage  of  dollars  in  any  event,  to  repay  lend-lease 
in  goods  normally  exported  to  the  United  States 
would  simply  cut  its  ability  to  buy  imports  from 
this  country — imports  which  have  for  many  years 
made  Britain  our  best  customer.  At  the  same  time, 
the  suggestion  of  the  Truman  Committee  —  that 
Britain  repay  lend-lease  by  transferring  to  the 
United  States  ownership  of  foreign  petroleum  re¬ 
serves  or  the  British-held  securities  of  corporations 
having  title  to  such  reserves,  or  by  giving  this  coun¬ 
try  rights  in  the  deposits  of  British-owned  over¬ 
seas  resources  of  nickel,  copper,  tin  and  iron** — 
if  carried  out,  would  also  burden  the  commerce  be¬ 
tween  Britain  and  the  United  States.  The  political 
effects  would  be  even  more  disturbing  than  the 
economic  repercussions,  and  a  policy  based  on  this 
proposal  would  inevitably  jeopardize  Anglo-Ameri¬ 
can  collaboration. 

All  of  these  matters  obviously  involve  American 
as  well  as  British  interests.  No  one  in  Britain  or 
this  country  expects  that  vital  American  interests 
will  be  sacrificed  to  solve  Britain’s  post-war  prob¬ 
lems.  But  it  may  be  to  the  national  advantage  for 
the  United  States  to  adopt  policies  which,  over  the 
short-run,  appear  to  involve  sacrifices  but,  in  the 
long-run,  will  be  of  benefit  to  the  nation  as  a  whole. 
To  force  Britain — the  world’s  greatest  importing 
nation — into  a  position  where  it  must  adopt  a  bi¬ 
lateral  trade  policy  to  survive  would  not  be  in  either 
the  political  or  economic  interests  of  this  country. 
Understanding  of  the  basic  problems  Britain  will 
face  at  the  close  of  the  war,  rather  than  the  airing 
of  differences  and  possible  conflicts,  will  be  neces¬ 
sary  to  avoid  such  a  course.  Given  this  understand¬ 
ing  here  and  corresponding  appreciation  of  Amer¬ 
ican  problems  in  Britain,  it  should  be  possible  to 
achieve  effective  cooperation  to  meet  the  economic 
tasks  of  the  post-war  world. 

38.  United  States  Senate,  78th  Congress,  ist  Session,  Report 
No.  to,  Part  12  (Washington,  D.C.,  Government  Printing  Office, 
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Trends  in  Britain’s  Foreign  Trade  1913-1937 

By  Ona  K.  D.  Ringwood  and  Howard  P.  Whidden,  Jr. 

Although  Britain  accounted  for  almost  the  same  a  third  of  their  1924  value — while  woolens  fell  onli 


proportion  of  world  trade  in  1937  as  in  1913,  a  strik¬ 
ing  change  had  taken  place  in  the  relative  impor¬ 
tance  of  its  exports  and  imports  in  the  intervening 
years.  Exports  of  British  produce  declined  from  13 
to  10  per  cent  of  world  exports;  imports  retained  in 
Britain  rose  from  15  to  17  per  cent.  Or,  to  put  it  in 
another  way,  the  value  of  British  exports  in  1937 
was  almost  exactly  what  it  was  in  1913;  volume, 
however,  fell  by  10  per  cent  between  1913  and  1929, 
and  by  16  per  cent  between  1929  and  1937.  On  the 
other  hand,  1937  imports  were  valued  at  45  per  cent 
above  the  1913  level,  with  volume  also  considerably 
greater. 

Two  developments  explain  Britain’s  ability  to 
absorb  imports  higher  in  value  and  volume.  The 
first  was  the  disappearance  of  net  exports  of  capital : 
in  1913  a  surplus  of  ^194,000,000  existed  on  current 
account  for  overseas  investment,  while  in  1937  a 
deficit  of  52,000,000  had  to  be  met  by  repatriation. 
The  second  was  a  change  in  the  terms  of  trade  in 
Britain’s  favor,  which  was  particularly  marked  after 
1929,  when  these  terms  improved  about  14  per  cent. 
For  the  whole  period  it  has  been  estimated  that 
average  export  prices  rose  35  per  cent,  while  aver¬ 
age  import  prices  fell  6  per  cent.* 

With  national  income  increasing,  the  part  played 
by  foreign  trade  in  the  British  economy  experi¬ 
enced  a  sharp  decline.  From  1913  to  1937  imports 
dropped  from  approximately  25  to  20  per  cent  of 
the  national  income,  and  exports  from  20  to  10 
per  cent.^  Total  exports  and  imports  therefore 
equalled  about  30  per  cent  of  British  income  in 
1937,  as  compared  with  45  per  cent  in  1913.  This 
development  was  reflected,  especially  after  1929,  in 
the  tendency  to  put  less  emphasis  than  previously 
on  foreign  trade  as  a  barometer  of  national  pros¬ 
perity.  It  is  worth  noting,  however,  that  in  1937 
American  foreign  trade  contributed  only  8  per  cent 
to  United  States  national  income,  as  against  Brit¬ 
ain’s  30  per  cent. 

The  major  change  in  the  character  of  British  ex¬ 
ports  between  1913  and  1937  was  the  drop  from  38 
to  26V2  per  cent  in  the  proportion  represented  by 
textiles,  clothing  and  footwear,  and  the  rise  from 
27  to  34  per  cent  in  the  share  provided  by  metals 
and  vehicles.  The  primary  cause  of  the  fall  in  the 
textile  group  was  the  decline  in  cottons — cotton  ex¬ 
ports  in  1937  reaching  about  half  of  their  1913  and 

1.  See  Brown,  Industrialization  and  Trade,  cited,  p.  63;  see 
also,  Henry  Clay,  “The  Place  of  Exports  in  British  Industry 
after  the  War,”  cited,  p.  147. 

2.  Brown,  Industrialization  and  Trade,  cited,  p.  60. 


a  little  and  artificial  silk  rose  over  the  whole  period 
In  the  metals  and  vehicles  group,  despite  a  drop  ii 
iron  and  steel  products — from  54,000,000  in  191; 
and  74,500,000  in  1924  to  ^^48,400,000  in  1937-i 
exports  were  higher  owing  to  large  absolute  gaini 
in  road  vehicles,  machinery  and  electrical  goods 
and  smaller  gains  in  cutlery,  scientific  instrument 
and  aircraft.  Coal  and  coke  exports  declined,  boti 
absolutely  and  relatively,  from  a  little  over  10  pc 
cent  in  1931  to  8  per  cent  in  1937,  while  chemical 
and  drugs,  drink  and  tobacco,  and  pottery  and  glas 
rose  slightly.* 

Significant  changes  also  took  place  in  the  geo 
graphical  distribution  of  British  exports,  particular 
ly  between  1924  and  1937.  In  this  peritxl,  exports  t( 
the  British  Empire  rose  from  42*74  to  48 per  cen 
— a  decline  in  the  share  of  India  and  Burma  fron 
ii*/4  to  7*/^  per  cent  being  counterbalanced  by; 
rise  in  exports  to  the  Dominions  from  23*4  to  28*/ 
per  cent,  and  to  the  Colonies  from  7*/^  to  12*/ 
per  cent.  Although  the  share  of  British  trade  goinj 
to  the  Empire  had  already  risen  to  44*72  per  cent  ii 
1929  and  other  factors  contributed  to  this  change, 
it  was  undoubtedly  hastened  by  the  Ottawa  iin 
perial  preferences  established  in  1932.  This  wa 
notably  true  with  respect  to  expanding  colonia 
markets,  where  preferences  helped  to  block  foreigi 
competition  and  British  exports  increased  absolute 
ly  as  well  as  relatively — from  ^58,000,000  in  192 
to  63,000,000  in  1937.* 

Apart  from  the  Empire,  the  chief  gains  were  ii 
trade  with  the  Scandinavian  countries,  the  onl 
area,  excepting  the  Colonies,  where  British  export 
increased  both  absolutely  and  relatively  bctweei 
1924  and  1937.  The  share  of  the  sterling  bloc,  in 
eluding  the  Empire  and  Scandinavia,  rose  fron 
51.8  per  cent  in  1929  to  61.6  per  cent  in  1938.  Ther 
was  also  a  slight  increase  during  this  period  in  tb 
proportion  of  trade  going  to  Central  and  Soutt 
eastern  Europe.  The  share  of  the  United  States  an( 
its  dependencies,  Latin  America,  the  Portugucs 
Empire  and  the  Soviet  Union  changed  little,  whil 
that  of  the  French,  Dutch,  Belgian,  Italian,  SpanisI 
and  Japanese  Empires,  and  of  Germany  and  Chin 
was  reduced — most  heavily  in  the  case  of  China 
Japan,  Spain  and  Italy,  as  a  result  of  war  and  pt^i 
tical  disturbances. 

3.  Compiled  from  Annual  Statement  of  the  Trade  of  th 
United  Kingdom  (published  yearly  in  four  volumes). 

4.  James  F.  Green,  “Britain's  Foreign  Trade  Policy,”  Foretp 
Policy  Reports,  January  15,  1938. 

5.  Compiled  from  Annual  Statement  of  the  Trade  of  the  Unitei^ 
Kingdom. 


